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THE COMMISSION REFORM IN LIFE INSURANCE. 


Cause of the Side-Line Agents. — National Association Should Take Vigorous Action on 
High Brokerages and Bonuses. 


The National Association of Life 
Underwriters should take some action 
at its forthcoming convention relating 
to competitive evils, which will tend 
to add to its prestige in the eyes of 
members and win the support and en- 
dorsement of company managers. 
During the past year, owing to the 
efforts of the present administration, 
interest in the state associations has 
been greatly stimulated. Any action 
which may be taken by the National 
Association at this time, which is dis- 
tinctly for the good of the business, 
will tend to sustain this interest and 
strengthen the movement in all parts 
of the country. 

At its midwinter meeting the exe- 
cutive committee of the National As- 


sociation voted to present the follow- - 


ing resolution to the Portland con- 


vention: 

“We, the members of the National As- 
sociation of Life Underwriters, in con- 
vention assembled, do hereby recommend 


to all companies that contracts be made 
only with agents devoting their entire 
time to the business of life insurance. 

“That this association further request 
the officers of all companies to exert their 
influence in the direction of this needed 
reform.” 

There is not a manager of a com- 
pany, or a general agent, or a solici- 
tor devoting his entire time to the 
business, who will not say at once that 
the recommendation proposed is the-~ 
oretically correct; that the conditions 
which it is intended to create are very 
nearly ideal. It would be wholly de- 
sirable if the business of life insurance 
were transacted by those who devote 
all their talents and energies thereto. 
A consideration of existing condi- 
tions, however, will show that a prac- 
tical application of the proposed rule 
is absolutely impossible. 

NUMBER OF SIDE LINE AGENTS, 


It is probable that not less than 25 
per cent. of the men engaged in writ- 
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ing life insurance for the various old 
line companies are engaged in other 
work, such as the practice of law, 
medicine, the ministry, fire insurance, 
real estate, banking, et cetera. In 
country places especially it is a com- 
mon thing for fire and life insurance 
to be written in the same office, and it 
is likewise true that nearly every 
country bank represents some life in- 
surance company. It is quite cus- 
tomary for clergymen to increase their 
salaries by writing life insurance as a 
side line. School teachers, also, do 
the same thing and durin~ vacations 
frequently give their entire attention 
tothebusiness. There are a number of 
cases, where young men in college are 
trying to work their way through on 
the commissions which they earn by 
placing life insurance. One ofthemost 
successful men in the business, one 
who has risen from the ranks to oc- 
cupy a leading official position in 
which he has control over a large body 
of agents, makes this statement: “I 
was enabled to pay my way during 
the three years I was studying law by 
the money made in writing life insur- 
ance on the side and finally, after 
practicing law for four years and writ- 
ing life insurance more or less be- 
sides, I decided to give up the legal 
profession and devote myself entirely 
to life insurance.” 

This is but one of many instances, 
and the official whom we have just 
quoted also says: “Many other men 


now devoting themselves entirely to 
life insurance, and successfully, would 
never have been engaged in it had 
they been compelled at the start, be- 
fore they were sure as to what they 
could do, to give up entirely the busi- 
ness that they had.” 


GROWTH AND COMPETITION. 


There are probably few general 
agents in the business who have not 
in their employ men who do not 
devote their entire time to life insur- 
ance. Some of. these side line men 
are most successful producers. The 
general agents are compelled, by the 
pressure exerted upon them from the 
home office, to use every means pos-~ 
sible to produce new business. Un-~ 
der such circumstances, it is not 
strange that they feel obliged to ap- 
point, as their representatives, men 
who devote only a portion of their 
time to the business. It is perfectly 
true, that so long as the business is 
done upon a commission basis, prud- 
ent men feel very loth to relinquish 
those callings in which they have met 
with success to engage in life insur- 
ance. While it may promise large re- 
turns in the future, it does contain an 
element of hazard, even to’those men 
who have the greatest confidence in 
themselves and who really may be the 
best adapted for the business. 

The business of life insurance is 
growing very rapidly, and life insur- 
ance experts have not been produced 
fast enough to meet the demand for 
high class men. Therefore, in order to 
prosecute the business and meet the 
demands of the public, it has been ne- 
cessary to experiment in the appoint- 
ment of agents, and thus secure by 
selection those who are best qualified 
to do the business. 

One of the established ethical rules 
of life insurance is that one company 
shall not take the agent of another 
unless the arrangement is agreeable 
to all parties concerned. Under such 
circumstances, if a company wants to 
extend its new business and obtain 
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more agents it is compelled to enter 
an untried field. One company in 
particular, which has been doing an 
immense amount of business has, 
within the past few years, appointed 
thousands of agents who are devoting 
only a portion of their time to the 
business. These appointments have 
been made in all professions and in 
all trades. Sometimes they were 
among men of high education and su- 
perior talents, frequently among 
clerks in department stores and mer- 
cantile establishments, as well as 
among small tradesmen, barbers, 
bootblacks, and others of this class 
where the average intelligence might 
not be very high. 


PURPOSE OF THE RESOLUTION 


It is probably in connection with 
this latter class of representatives, that 
abuseshaveoccurred whichhave given 
rise to the proposed action by the 
National Association. These appoint- 
ments are frequently made without 
any serious intention on the part of 
those licensed to engage in the busi- 
ness, other than for the purpose of 
picking upwhat commissions they can 
in the form of a “rake-off” for partial 
service rendered to solicitors or gen- 
eral agents. This practice is not only 
demoralizing to those who are legiti- 
mately engaged in the business, but is 
a serious handicap to them in compe- 
tition, for with the liberal commissions 
paid on first year’s business, the poli- 
cies placed through the medium of 


these “helpers” are probably, in many” 


cases, settled by the offer of a re- 
bate. Y 

It is not the intention of the execu- 
tive committee of the National Asso- 
ciation in recommending for adoption 


the resolution quoted, to debar all 
who devote only a part of their time 
to life insurance. In fact, it is recog- 
nized that there are many cases where 
it is perfectly legitimate to appoint as 
agents persons who are unable to de- 
vote all their time to the busihess; in 
other words, all the circumstances 
which have been outlined above ate 
recognized and appreciated. 

The purpose of the resolution, how- 
ever, is virtually to prevent the de- 
moralizing: and growing practice of 
appointing as agents these so-called 
“helpers,” who have no interest in the 
business other than to procure the 
liberal “rake-off” which is paid, and 
who probably do as much as any to 
cheapen life insurance and to extend 
the illegal practice of rebating. It is 
probable that before the resolution is 
presented to the convention, an ef- 
fort will be made to so amend it as to 
cover the specific evil aimed at. 

It will be extremely difficult to 
draft a resolution covering this ques- 
tion. In fact, we are unable to see 
just where the lines can be drawn. 


CAUSE AND EFFECT. 


Before taking action on this matter 
we believe the National Association 
should give careful consideration to 
the conditions as they actually exist, 
and determine whether it is wise to 
attempt to deal with an effect rather 
than a cause. The cause of the ap- 
pointment of so many agents who 
dabble in life insurance as a side is- 
sue, is the high commissions paid 
during the first year, coupled with bo- 
nus Offers to agents. These high 
commissions afford a constant temp- 
tation to an easy increase of income. 
No experience or capacity is required; 
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merely the opportunity,—on account 
of personal acquaintance or knowl- 
edge of circumstances,—to place the 
insurance, and to thus obtain ‘the 
commission which other men are 
spending a large part of their time 
and energies in earning. It is an easy 
matter, where first year’s commis- 
sions are so liberal, for the general 
agent or solicitor to give a large share 
of it to these so-called “helpers.” 

The side line agent is the direct 
outgrowth of the high commissions 
which are now being paid during the 
first year for new business. At the 
convention of the National Associa- 
tion in Buffalo two years ago, a reso- 
lution was adopted in favor of re- 
ducing first year’s commissions and 
increasing renewals. The National 
Association then declared that such 
a change in the form of compensa- 
tion to agents would be _ beneficial 
both to companies and agents, by in- 
ducing the writing of persistent busi- 
ness and decreasing the opportunity 
for paying rebates. 

A year ago at the convention of 
the association at Saratoga this de- 
claration was emphatically reaffirmed, 
and it was further declared that “uni- 
formity of practice between the com- 
panies is desirable in order that the 
change may be more effective.” 

A number of companies have al- 
ready revised their plans of compen- 
sation to accord with the principles 
to which the National Association 
has twice declared its allegiance. 
Others desire to take the same stand, 
but are prevented from doing so by 
competitive conditions. The main 


question for the National Association- 


to consider at this time is whether or 
not it is prepared to strengthen this 


purpose on the part of those compan- 
ies which are wavering, and give its 
moral support, even more emphati- 
cally, to those companies which have 
already inaugurated the reform. 

When the reaffirmation of the Buf- 
falo platform was presented at Sara- 
toga last year, it contained a declara- 
tion respectfully urging all compan- 
ies which had not yet adopted the re- 
form to do so as soon as they con- 
sistently could, and also thanked 
those companies, general agents and 
managers who had taken steps to 
conform to the plan of agency com- 
pensation recommended. 


ADV'ANCED ACTION NEEDED. 


At that time, however, the National 
Association was not prepared to take 
so definite a stand or to proceed fur- 
therthanto reaffirm the broad declara- 
tion previously made. This year, how- 
ever, it is proposed to bring forward a 
definite proposition which is aimed 
directly at one of the effects of high 
first year’s commissions. 

Is the action proposed the best that 
can be taken? Would it not, as a 
matter of fact, be better for the Asso- 
ciation to deliver a strong blow at the 
root ot the trouble, to strike at the 
cause,——high brokerages, accompan- 
ied by bonuses for a specific amount 
of business written within a stated 
period? We believe that this is the 
position the National Association 
should take? 

The brokerage paid. in life insur- 
ance today is altogether too high. It 
results in waste, undesirable compe- 
tition and excessive rebating. The 


action taken by the National Associa- 
tion two years ago and reaffirmed a 
year later is a step in the right direc- 
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tion. Instead of trying to remedy 
the effects of a disease the cure should 
be aimed directly at the cause. - If 
the time has arrived to limit agency 
appointments, is not the hour also at 
hand when the association should re- 
quest all companies to remodel their 
plans of compensation in accordance 
with the principles declared, and to 
limit brokerages during the first year 
to 50 per cent. of the first year’s pre- 
miums or less, as well as to eliminate 
bonuses? Should not the general de- 
’ clarations of the past now be followed 
up by vigorous recommendations 01 
a specific nature? Have the com- 
panies which have reduced their first 
year’s commissions performed a ser- 
vice to the business? If they have, 
why not give them the encouragement 
which they deserve? And if this 
form of compensation is good for the 
business, and its benefits have been 
demonstrated by the actual experi- 
ence of the companies adopting it, 
then why would it not be proper to re- 
commend similar action on the part 
of all companies? 


ITS EFFECT ON COMPANIES. 


Such action could not possibly be 
looked upon by any sensible com- 
pany manager as a reflection upon 
those who have not yet found it feas- 
ible to adopt the proposed method of 
compensation, or as an attempt to 
dictate to companies as to the speed 
with which the proposed reform 
should be effected. We believe that 
the majority of companies desire to 


a 


ht 


af 


reduce their first year’s commissions; 
that the majority of general agents 
are convinced that the business would 
be far better off if such a reduction 
were made. Such being the case, why, 
should not the National Association 
make a clear and emphatic declaration 
in favor of its universal adoption? 

It seems to us that the time is ripe 
for the association to give company 
officials a much desired moral sup- 
port, and advocate measures which 
will tend to cure the evil of side line 
agents much more effectively than the 
resolution proposed. We _ believe 
that the action suggested by the exe- 
cutive committee is a meritorious 
one. It defines a condition which 
should exist in the business of life 
insurance. But the legislation of the 
National Association should proceed 
along the natural lines of evolution. 
It will be impossible to take any steps 
toward eliminating the side line agent 
until the direct cause of this evil,— 
high commissions and bonuses—have 
been removed. 

Is the National Association pre- 
pared to speak so emphatically upon 
the question of compensation, that 
there will be no further room for 
doubt as to the wishes of the agents 
upon this important question? The 
association must advance to maintain 
its prestige. It cannot stand still or 
retreat. The opportunity to advance 
and render a service to the whole 
business is at hand. It only remains 
for the National Association to grasp 
it. 








LOCAL AGENT’S ASSOCIATIONS AND LEGISLATION.* 


Influence of Organized Effort Upon Public Opinion — Attitude of Agents Towards Rate- 


Making in Fire Insurance. 





By GEORGE D. MARKHAM. 


The local fire insurance agents of 
the State of Missouri have every rea- 
son to wish to better their lot. State 
law and State officials have interfered 
with the business of insurance to a 
dangerous degree. The inalienable 
right to consult regarding the safe 
rate that is necessary to be charged 
in order to maintain a proper supply 
of insurance has been “struck at” by 
State law, and the efforts of the com- 
panies and agents to hold the busi- 
ness together have been attacked by 
political theorists who would rather 
win a little cheap popularity than de- 
fend the interests of the property 
owners of the State. Every impedi- 
ment in the way of fully organized 
rate making tends to perpetuate in- 
justice. 

All solvent fire insurance is the 
same thing, and it ought to bear ex- 
actly the same price. There is no 
more sense in having a varying price 
for fire insurance than there would 
be in permitting a man to bargain 
with the tax collector as to what he 
should pay toward public expenses. 
The more open and settled fire in- 
surance rates become the better the 
small buyer is protected against the 
big buyer or the schemer. 





* An address delivered before the Missouri Asso- 
clation of Local Fire Insurance Agents. 


All this is true provided the price 
be not artificially raised by a string- 
ency in the supply of insurance. For 
instance, if these reckless political ex- 
perimenters could succeed in making 
Missouri so unpopular among insur- 
ance companies as to cause enough 
withdrawals of companies, through 
disgust, to bring about a stringency 
of insurance supply in the large city 
blocks, we might find the different 
tenants, in those blocks scrambling 
for what insurance is available, and 
bidding up the policies on one an- 
other,—just as though the tax collec- 
tor was not supplied with sufficient 
tax receipts, and yet each tax payer 
must get one if he wished to prevent 
his property being sold for taxes. 
No, brethren, the case is clear. The 
local agents of Missouri must deliver 
his friend,—the customer—from the 
stupid errors regarding insurance 
that have prevailed in Missouri. 

The State laws have forbidden 
freedom of contract between insured 
and insurer. Has this made things 
any better? The State passes a 
valuéd policy law; up goes the loss- 
es on farm business, down comes the 
prohibition front, Chicago against 
writing farm bustsess. Who suffers? 
The farmer, who needs many com- 
panies competing for his business; 
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and the agent, who wishes many com- 
panies competing in his office for the 
farm business. 

The State forbids a co-insurance 
clause. Who suffers? The large 
city merchant, who must make a sen- 
sible contract in order to get the 
amplest acceptances from all insurers 
to cover his immense stock; or the 
manufacturer, who needs a blanket 
form over many buildings for his con- 
venience, and yet cannot, under the 
State law, agree to insure all the 
buildings fully. 

A year ago some doubting and 
pessimistic “knocker” might have said, 
“All you say is true, but the agents 
are powerless to help it. The man 
who tries to do anything is a fool; he 
is wasting his time and money.” 
Such a statement cannot be made to- 
day. You and I know that public 
sentiment in Missouri was so influ- 
enced by the work of our association 
last winter that a majority of the 
members of the Senate and of the 
House, and all the prominent politi- 
cians of the State, except Attorney 
General Crow, were convinced that it 
was good sense and good politics to 
quit trying to raise our own insur- 
ance prices by making insurance an 
unpleasant and difficult business. 

It was very striking, indeed, to see 
the change of opinion in Jefferson 
City as the work of this association 
at the home point went forward. It 
demonstrated exactly the truth of our 
theory. You know this whole local 
agents’ movement is based on the 
doctrine that the right way to swing 
the legislature is at the home point 
from which the men come and not in 
the capital. We found men that we 
could not touch in Jefferson City by 


the only means that we would use— 
argument—swing instantly to tele- 
grams from their home point, from 
the men who owned the property and 
paid the taxes, and ran the conven- 
tions. That was the place to ‘do the 
work. Our county chairmen through- 
out the State of Missouri changed 
the public sentiment of the legisla- 
ture last winter. The only men who 
stood and fought us to the end were 
a very small group of irreconcilable 
men, and I hope that every man of 
this association will never forget, as 
long as he lives, the man who refused 
to let our bill get to a vote last year. 
We passed the House Bill, No. 413, 
to engrossment by a vote that showed 
that we could have passed it through 
the House, and it was not allowed to 
go to a vote. The Speaker could 
have let it go toa vote if he had 
wished to, but he didn’t do it. That 
was Mr. Whitecotton. I hope you 
will remember him. 

. With this demonstration of the irre- 
sistible power of united effort by the 
active, intelligent and influential local 
agents that are scattered all over this 
State, it is inexcusable in any local 
agent to lag back. And how can a 
devoted son of Missouri, proud of his 
State and loving its fair name, be 
contented to let it rest a day under 
an unnecessary stigma of ignorance 
and prejudice. 

Think of the reward if we succeed 
in relieving the State and reconciling 


‘its politics with insurance gospel. 


Not only would we all possess a 
well-earned sense of valuable service 
to our commonwealth, but our asso- 
ciation would command the esteem 
and confidence of the companies to 
the fullest degree. How gladly 
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would they trust to the local agent 
many things which he would like to 
perform, and could do so well. Take 
rates. If the rating bureau of the 
State was under control of the Mis- 
souri Association of Local Agents, 
would it not be run to please all part- 
ies,—companies, customers and local 
agents—so far as that could ever be 
done? Would not the local men, na- 
turally and immediately, call into 
consultation and co-operation the 
special agents, by whom the work 
would practically be devised and exe- 
cuted? But because the local agents’ 
association was responsible and was 
actually the body in control, and be- 
cause its suggestions would have to 
be adopted locally by the city boards 
and county organizations before same 
could go into effect, would not all 
the operations of the rating bureau 
carry with them, at. every stage, the 
understanding of the local agent, his 
confidence, and his: active support? 
Such a scheme is the remedy for anti- 
compact bitterness. Nothing else 
can heal the breach in the anti- 
compact States. 

Such a transfer of activities to the 
local men is, I believe, no impossibi- 
lity. Observe how the publications of 
the Educational Committee of the 
Western Union for Iowa and Ohio 
transfer the final rate making to the 
local men. The change is inevitable, 
and is, I believe, near at hand. Nor 
will it come through a grasping of 
power by the local men, but rather 
through the willing desire on the part 
of our superiors to favor organiza- 
tions that are found both valuable 
and loyal. 

The other great opportunity for 
usefulness that is open to our asso- 


ciation concerns the elimination of 
undesirable and superfluous agents, 
From country and from town comes 
the same complaint. The efforts of 
the loyal men are neutralized by the 
actions of the incompetent or untrust- 
worthy men, who have been pushed 
into a business that is already over- 
supplied with solicitors. Now in 
how many towns will you find too 
few insurance agents? In how many 
will you not rather find that the few 
good men who understand the busi- 
ness, who love it and have studied it, 
must divide their too meagre oppor- 
tunities with a lot of “side line” in- 
surance agents who have _ been 
dragged into the business by some 
special agent that fears that his repu- 
tation will suffer if he does not get 
into the town? Now why should not 
all the agents of the State unite their 
influence to restrain the special agent 
company that starts on this mad 
course of appointing new “trouble 
makers.” I believe no company 
would willingly affront the agents of 
the State if they were organized so 
that they were united in the request, 
and would undoubtedly be informed 
of a refusal. Surely, the grievance 
committee of our State association 
has magnificent possibilities. 

The multiple agency system is to 
the city what the “side line” agent 
is to the country. The result is the 
same,—a destruction of the profits, 
prestige and authority of the main 
agents, who 'still must continue to de- 
fend all the interests of insurance in 
their community, but must do it the 
more heavily handicapped. For 
most of the deviltry that goes on in 
the cities can be traced, as might be 
expected, to the placing of agency 
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authority in the hands of men who 
know nothing and care less. 

Both country and city men will 
find out in time that the united favor 
of the local agents of Missouri will be 
the silent irresistible force than can be 
made to work for the defense of the 
good men who really control ninety 
per cent. of the business. 

Overhead writing has been practi- 
cally killed by the National Associa- 
tion of Local Fire Insurance Agents, 
so far as State lines are concerned; but 
within a State more or less unjust in- 
vasion of each other’s territory is still 
indulged in. As a rule, the smaller 
places suffer most in this game of 
“grab.” This Missouri association ot 
local agents has already made it im- 
posible for some men to write in the 
territory of other agents whom they 
meet at our conventions, and cannot 
look in the face with the sin of over- 
head writing on their consciences. 
Those local agents who are not very 
sensitive in their consciences can, 


through the machinery of the associa- 
tion, be run down and their acts dis- 
closed; and the companies wiil find 
that they must control the offending 
agent or answer to the united agents 
of the State. 

The duty of every Missouri local 
fire insurance agent is clear,, When 
this association can deliver our 
State from the tangle of misconceived 
insurance legislation in which she is 
struggling; the customer from the 
legal obstacles that stand between 
them and a free and ample insurance 
market; the local agent in the smaller 
places from a senseless sub-division of 
their earning opportunities; the city 
local agents from the demoralization 
of multiple agencies; can defend the 
local agent in the smaller points in 
the value of his appointment and 
against the invading overhead writer; 
can any man who has good red blood 
in his veins fail to rise up and come to 
the help of the association? 








REVIEW OF THE MONTH. 


LIFE INSURANCE. 


We referred briefly last month to the 
contest between stock and mutual com- 
panies in regard to 

Non-Participa- the issuance of non- 

ting Contracts participating policies, 
the stock company immediately concerned 
taking the position that the issuance of 
a contract of this character is in viola- 
tion of the principles of mutual life insur- 
ance; that the companies issuing them 
are liable to prosecution, either under 
anti-discrimination laws or under their 
charters. As the situation has developed, 
however, it becomes clear that the mu- 
tual companies issuing non -participating 
policies are not amenable under anti-dis- 
crimination laws, since 
these laws recognize the right to issue 
distinctive classes of policies, so long as 
there is no discrimination in rates 
charged to individual policy-holders tak- 
ing out contracts of that particular class. 
Both the Connecticut and Massachusetts 
departments have considered the ques- 
tion, so far as it relates to the violation 
of anti-discrimination laws, and neither 
feels that there are grounds for proceed- 
ing on this charge. 

It is possible, however, that the issue 
will be raised in connection with the 
charter rights of mutual companies as in- 
terpreted by legal authorities. There are 
but four purely mutual companies which 
now issue non-participating policies, and 
nine stock companies doing business on 
the mutual plan which issue these con- 
tracts. The so-called equalization policy 
issued by the New York Life, a mutual 
company, while designed to meet the 
competition of non-participating policies, 
does not actually debar the holder of the 
contract from participating in such pro- 
fits as may accrue. 


ee 


in every case 


A careful examination of the charters 
of the several companies interested, shows 


them to be extremely 
Rights of Mutual varied in their terms, 
Companies and more or less ex- 
plicit upon the question of issuing non- 
participating policies. In no case does 
there appear to be an expressed inten- 
tion to limit the business to participating 
contracts only; in some direct power is 
granted to issue this form of policy. In 
other cases there is no mention made of 
the matter, while in others a broad in- 
terpretation of terminology clearly en- 
titles the companies to issue a contract 
in which there is no participation in divi- 
dends, 
We cannot conceive of any good busi- 


ness reason why a mutual company 
should not issue a _  non-participating 
policy, and, apparently, there does not 


seem to be any legal obstruction thereto. 
It is true that the non-participating rates 
now issued by mutual companies are ex- 
tremely low, but in no case are they 
less than the net premium established by 
law. The commission paid to agents upon 
these policies is small, ranging from 20 
to 30 per cent. during the first year. In 
fact, the percentage of loading is so small 
as to necessitate a low rate of commis- 
sion. 

It is not presumed, on the part of the 
mutual companies, that their agents will 
make a specialty of selling non-partici- 
pating insurance. The contracts have 
been issued solely to meet the competi- 
tion of stock companies wherever it 
is deemed necessary, and for this pur- 
pose they seem to have been effective. 
In fact, the present controversy is en- 
tirely a competitive one and arises from 
the fact that the non-participating rates 
of the mutual companies are lower than 
the stock rates of the stock companies. 

The mutual companies which issue 
these non-participating policies do not 
claim that they are the best thing for 
the insured, but on the contrary, that 
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a mutual policy yields a lower net cost 
and that far from being a source of pro- 
fit to the holder, such contracts, on which 
no dividends are paid, are a source of 
profit to the mutual policy-holder. 

It seems to us that the propriety of is- 
suing non-participating policies under a 
mutual charter is governed entirely by 
business policy. If it is a profitable thing 
for the mutual policy-holders to issue 
these non-participating contracts, and 
there is a demand among the purchasers 
of insurance for that form of policy, 
there is no reason why they should not be 
issued on behalf of the mutual members 
who participate in the profits arising 
thereunder. If it is profitable for stock 
companies to issue a non-participating 
policy at an extremely low rate, it is cer- 
tainly equally profitable for mutual com- 
panies to do so. 

es 

Since the issuance of the Massachu- 
setts life insurance report, announcing 

the department’s pol- 

Policy Liens icy in regard to pre- 

Discussed mium liens, this ques- 
tion has been quite extensively discussed. 
There appears to be a disposition in some 
quarters to disparage the conclusions 
reached by the commissioner, and to sup- 
port the two companies interested in this 
method of inflating assets. It is con- 
tended that these premium liens are in 
all essential particulars precisely similar 
to the policy loans made by most first- 
class companies which are admitted in 
the state reports as good assets. To show 
that the two transactions are precisely 
similar, it is claimed that at the time the 
policy lien is made it would only be ne- 
cessary for the policy-holder to pay the 
amount of the lien taken therefor, to 
constitute the whole transaction a policy 
loan ‘in the ordinary sense of the term. 

The fallacy of this argument lies in the 
fact that no such exchange of cash act- 
ually takes place, and that if it did, it 
would be merely a subterfuge. The 
policy loans of first-class companies are 
made as an investment against the re- 
serves accumulated out of the premiums 
paid by the insured. In other words, the 


policy-holder has, in a perfectly legit:- 
mate and straightforward way, been pay- 
ing cash into the treasury of the com- 
pany for a number of years, in which he 
has an absolute equity. It is perfectly 
proper to make a loan to him, ‘if he so 
desires it, against the security which that 
equity affords. These are the circum- 
stances under which ordinary loans are 
made. 

In the case of policy liens, however, the 
case is quite reversed. There is no cash 
accumulation in which the policy-holder 
has an equity. There has been no de- 
mand made by the policy-holder for a 
loan. The corporation, however, desires 
to reduce its liabilities. For this purpose it 
is proposed to attach to each policy a 
lien, which will reduce the amount of in- 
surance paid at the death of the policy- 
holder, to a sum which the actual pre- 
mium paid will buy upon a scientific 
basis. This transaction is purely and 
simply a reduction in the amount of in- 
surance. The company’s only purpose in 
including these premium liens in its in- 
vested funds, is to make a showing of 
assets which it has not actually accumu- 
lated. 

If it is sound business practice for a 
life insurance company to so increase its 
assets, it certainly offers an extraordi- 
narily easy method of building up funds. 
If this principle of inflation is legitimate, 
there seems to be no reason why a com- 
pany, which wishes to show a_ large 
amount of insurance in force and a large 
amount of assets, could not issue to the 
applicant a policy twice as large as the 
amount actually desired, taking a lien 
which would reduce the face of the con- 
tract to the sum required. We are in- 
formed that in some instances this plan 
has actually been adopted. 

In issuing policy liens, the company 
not only increases its assets and its in- 
surance force, but reaps an additional 
benefit by charging five or six per cent. 
interest on the notes taken, when the 
actual interest required to maintain the 
reserve is but four per cent. By this 
means, a transaction in which no cash is 
passed between either party, would be- 
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come a source of actual profit to the com- 
pany. The policy-holder would not only 
have the face of his contract reduced, but 
would have to pay the company a tax for 
the privilege. 

It has been erroneously stated that the 
Massachusetts insurance department has 
entirely ignored these premium liens. 
This is true only so far as assets and 
liabilities are concerned. It is recognized 
that these premium liens exist; that they 
actually reduce the amount of insurance 
which will be paid when the policy be- 
comes due by death. Therefore the insur- 
ance in force accredited to the company 
is reduced in the department reports by 
the amount of the liens. In this way 
proper account is taken of the liens and 
they are adapted to the use for which 
they were intended, namely, to reduce the 
amount of insurance to a sum commen- 
surate with the premium paid. 

ses st Ss 

The Massachusetts department’s dis- 
cussion of the present lack of uniformity 

in state reports, has 

Uniformity in aroused some opposi- 

State Reports One commentor, 
speaking of the right of each state to 
exercise independent supervision, says: 

“No state has exercised more persist- 
ently this right of independent action 
than has Massachusetts, whose course at 
has not uncalculated to 
create the impression that she regarded 
herself as possessing an authority in judg- 
ment and an infallibility in action which 
she accords to no other state. . .. . It 
is less than half a dozen years since an 
insurance commissioner of Massachusetts 
declared in a convention made up of the 
commissioners and superintendents of 
other—and presumably equal—states, that 
Massachusetts would never forego this 
custom of requiring a valuation by her 
own department of the policies of every 
cempany doing business in that state, no 
matter what other states might do.” 

It is true that Mr. Cutting’s predecessor 
in office gave utterance to the statement 
outlined. It was made, however, under 


tion. 


times been 


circumstances which prevented the then 
commissioner from adequately represent- 


ing the position of the department, even 
though he may have expressed the exact 
thought which was, at that time, in his 
mind. It is certain, however, that these 
views are not entertained by the present 
commissioner, nor do we believe that 
they represent in any respect the tradi- 
tional policy of the state. 

In exercising its present supervision 
over the valuations of outside life insur- 
ance companies, the Massachusetts de- 
partment is governed mainly by what 
other state departments have not done. 
Massachusetts does not set itself up as 
the sole authority or the only judge in 
regard to those matters, but continues to 
value the policies of outside companies 
because other states have not yet chosen 
to exercise the capacity which they pos- 
sess, to adequately value these policies in 
accordance with sound principles of life 
insurance. When other states are willing 
to exercise this capacity, Massachusetts 
will not be found standing in the way of 
that true reciprocity which should exist be- 
tween the several United States. Fur- 
thermore, we believe that those compan- 
ies which are willing to conform to sound 
principles of life insurance fully under- 
stand that this is Massachusetts position, 
ana that the criticism comes from those 
who are not willing to so conform, but in- 
sist that the state shall accept the certi- 
ficates of valuation issued by other state 
departments, whether the valuations so 
made conform to the requirements of the 
Massachusetts statutes or not. 

The Massachusetts system of supervis- 
ion stands today as almost the sole de- 
fence against unsound methods of valua- 
tion, at. least so far as the transaction of 
state and interstate insurance within its 
borders is concerned. It is a proud posi- 
tion to maintain and one which has 
brought its due share of honor to the 
commonwealth; nevertheless, it is a critl- 
cism which stands-against the efficiency 
of state supervision as it has been else- 
where attempted. We are not satisfied 
that state supervision is wise or neces- 
say. Nevertheless, inasmuch as the peo- 
ple of this country have chosen to pro- 
tect themselves by means of state super- 
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rather than by individual judg- 
ment, it becomes incumbent upon the 
state, to make that supervision as effect- 
ive as possible. This is what Massachu- 
setts has aimed to do and has done it 
well. It seems to us absurd to say that 
Massachusetts shall be blamed for the 
present lack of uniformity in state re- 
ports, because she has stood for what she 
believes to be the best there is in life in- 
surance. If other states have chosen to 
be governed by questions of expediency, 
then they, not Massachusetts, should 
bear the blame for the existing confusion. 
es Se 

The official report issued by the Actuar- 
ial Society of America, containing a ver 
batim account of the 
recent discussion in re- 
gard to preliminary 
verifies in every respect 
the references made thereto in the June 
number of INSURANCE ECONOMICS. 
In fact, the statements made by various 
actuaries, now officially promulgated, are 
much more emphatic than we supposed. 
Mr. Wells takes the position that the so- 
called preliminary term policy, is an en- 
tire departure from anything which in 
actuarial circles has heretofore been de- 
signated as term insurance, and he does 
not see how it 


vision, 


Actuaries on 
Term Reserves 


term reserves, 


is possible to make an 
ordinary life contract term insurance, for 
the first year simply by so designating it. 
He says: 

“The label does not effect the quality of 
the thing to which it is fixed. To label 
sand as sugar does not make it sugar, an 
to label as a term policy a policy whick 
can be surrendered for a guaranteed val- 
ue at the end of such term, or can be 
continued beyond such term at other than 
the rate for the age attained, does not 
make it such in any sense in which actu- 
aries have heretofore used the name, and 
this, no matter how plainly it may be 
labelled.” 

Mr. Wells contends that the reserve is 
not a matter which concerns the company 
and the individual policy holder solely; 
that the state must be considered as a 
third party and that under the existing 
system of supervision the individual poi- 


icy-holder cannot release the company 
from its obligation to hold the proper re- 
serve; that he neither has the legal right 
to do so, nor if he had, could he so re- 
lease the company without injustice to 
his fellow policy-holders. 

Perhaps the most interesting statement 
is that made by Mr. Bloomfield J. Miller, 
who has been variously quoted in regard 
to this important question. Mr. Miller 
has now defined his views beyond perad- 
venture. From a mathematical and act- 
uarial point of view, he does not deny the 
right of a company to value an ordinary 
life policy containing a preliminary term 
clause as term insurance during the first, 
second or third year. In other words, 
viewed solely in its technical aspects, the 
thing can be done, provided no surrender 
value is guaranteed in excess of the act- 
He speaks very emphati- 
its practical phases. 


ual reserve. 
cally in regard to 
He says: 

“This idea of preliminary term insur- 
ance, an exemption from the reserve for 
one, two, three or four years, is humbug. 
It only means that you are so weak that 
you are not able to put up the reserve 
which you would be able to put up if you 
were a good strong company. You have 
voluntarily chosen to incur too high a 
scale of expenditure in securing business, 
and having no surplus or capital to fall 
back on cannot put up your reserve; 
therefore, you resort to a trick by which 
you seek to evade your legal reserve lia- 
bility.” 

st SF SF 

In regard to its legal aspects, Mr. Mil- 

ler says that this attempt to issue these 
“double-barreled poli- 

Legality of the cies” is an evasion of 

Clause the spirit of the law; 
whether it is an evasion of the letter of 
the law will only be known when the mat- 
ter has been passed upon by the courts. 

Mr. Miller’s position does not afford 
the slightest comfort to the advocates of 
the preliminary term reserve; on the con- 
trary, it is most discouraging. Mr. Miller 
says that mathematically the one-year- 
term reserve is feasible, but at the same 
time he says it is a humbug, a trick. In 
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other words, it is mathematically feasible 
to obtain property by appropriating that 
which belongs to others, and this is all 
Mr. Miller’s endorsement of the proposi- 
tion, from a mathematical point of view, 
amounts to. 

Ranking in importance with the state- 
ment made by Mr. Miller, is that of Act- 
uary McClintock. While Mr. McClin- 
tock’s position has already been thorough 
ly discussed and clearly stated by him, 
yet he has brought out and emphasized 
certain phases of the question which are 
extremely important, in view of the re- 
cent decision of the Vermont Supreme 
Court. As on previous occasions, with- 
out favoring net valuation laws, Mr. 
McClintock holds it to be distinctly ille- 
gal to value an ordinary life or endowment 
policy as term insurance during the first 
year, whether there be a _ preliminary 
term clause in the contract or not. 

In support of this proposition he af- 
firms that the 
intended by 


Massachusetts law, as 
Elizur Wright, 
and as interpreted by the best 
uarial authorities, gives the insurance 
commissioner no discretion but to require 
the companies to put up the full reserve 
during the first year on ordinary life and 
e.dowment policies, 
terms of the contract. The issue lay he- 
tween gross and net valuation and “the 
object of the framer of the law and of 
the legislature which passed the law was 
to secure and fix in the law the net valua- 
tion system enforced by Elizur Wright, 
as insurance commissioner of Massachu- 
setts, against the gross valuation sys- 
tem which he denounced year after year 
in his official reports.” 

Regarding the matter of legality he 
claims that the only question for a court 
to determine is whether a company, by 
changing the phraseology of its policy, 
can evade the application of a law provid- 
ing for a net valuation. In the case of the 
recent Vermont decision, says Mr. McClin- 
tock, it was expressly stated by the court 
that the law of that state did not provide 
for a valuation by net premiums, as in 
Massachusetts. Furthermore, he ‘points 
out that in New York state the law does 


its author, 
act- 


irrespective of the 


not require a valuation by net premiums. 
He says: “The commissioner in New 
York has the power, and has exercised 
it, to make the valuation in accordance 
with the wishes and obvious intent of the 
contract as drawn by the companies 
which practice that form of insurance.” 
ss 

We feel justified in saying that the 
position taken by Mr. McClintock in re- 
gard to the status of 

How the Court the New York law 

May Decide has already been ad- 
vanced by this magazine. We have, on 
previous occasions, affirmed that ihe insur- 
ance commissioner of New Yorkhas no dis- 
cretion but to value the contracts of the 
companies according to ‘their terms, and 
that unlike the insurance commissioner 
of Massachusetts, he has not been called 
upon to decide whether the preliminary 
term valuation is contrary to sound prin- 
ciples of net valuation. 

Mr. McClintock’s opinion in regard to 
the legality of the preliminary term 
clause under the Massachusetts law, 
representing as it does the views of prob- 
ably the most eminent actuary in Am- 
erica, certainly gives us hope for believ- 
ing that the 


Massachusetts supreme 
court, will decide in favor of Commis- 
sioner Cutting. This hope is also sus- 


tained by the expressed views of Mr. 
Charlton T. Lewis, who may be regarded 
as the foremost insurance lawyer of the 
country. Mr. Lewis states that he is un- 
able to see any difference between two 
policies of life insurance issued on the 
same day, on the same life, and for the 
Same premium; the first policy purport- 
ing to contain two contracts, one for 
term insurance, the other for ordinary 
life insurance, subsequent to the term; 
and the second policy an ordinary life 
policy . He says the obligations assumed 
by companies and the rights conferred 
upon the policy-holder in the two con- 
tracts are precisely identical and that it 
is absolutely impossible for the law to 
distinguish between them. 

Additional force is added to Mr. Lewis’ 
statement because he is an ancient foe of 
state supervision, and in expressing his 
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views as to the legal aspects of the case, 
he also says that ‘the hardship and un- 
reasonableness of the statute tempts 
evasion of it in every possible form.” 
st 
The situation 
opinion of preliminary term insurance is 
now thoroughly 
The Views of cleared. The present 
Experts public controversy, 
which, though long drawn out, has never 
failed to be exhilirating, to us, at least, 
was first opened by an article in the 
April, 1900 issue of INSURANCE ECON- 
OMICS, in which the preliminary term 
proposition was emphatically opposed. It 
was then asserted that this position was 
“supported by the best actuarial opinion 
in the country.’’ This statement was al- 
most universally denied by the advocates 
of the preliminary term’ valuation 
and the editor of this magazine 
was personally charged with a flagrant 
misstatement of facts. Attempts were 
made by several insurance publications to 
obtain opinions: from actuaries of stand- 
ard companies favorable to the prelimi- 
nary term proposition, but this attempt 
failed absolutely. During the past three 
years the question of preliminary term 
valuation has twice been discussed by the 
Actuarial Society of America and the out- 
come of those two discussions demon- 
strates beyond question that this maga- 
zine was correct in saying in April 1900, 
that its position was “supported by the 
best actuarial opinion in the country.” 
In the January number of this maga- 
sine it was stated that Mr. Nichols was 
the only living American actuary re- 
corded in favor of preliminary term valu- 
ation and Mr. MaCauley the only Cana- 


in regard to actuarial- 


dian actuary so recorded. At the time 
this statement was made, it had entirely 
escaped our recollection that Mr. W. T. 
Standen, who has never discussed the 
matter before the Actuarial Society, some 
three years ago published an article in 
the “Insurance Press’’ in which he ap- 
peared to uphold the preliminary term 
valuation. If the views then expressed 
by Mr. Standen are still entertained by 
him it will be necessary to include him 
with Mr. Nichols as among the American 
actuaries supporting this system of valu- 
ation. 

This magazine has not opposed the 
preliminary term clause because it was 
illegal. Our grounds for opposition have, 
perhaps, been most clearly expressed by 
Mr. Miller. It is a deception practiced on 
the policy-holder and the public. We be- 
lieve that the use of mortality funds for 
expense purposes is a breach of trust, 
We do not oppose a reduction in the 
amount of reserve held by the companies 
during the first year, or any other year, if 
such a reduction is justified by a varia~ 
tion in mortality and interest, the sole 
elements which are taken into account in 
making up the reserve. But no such 
claim has been set forth. The only argu- 
ment advanced is that the companies 
need the mortality funds for expense 
purposes and that they propose to take 
them. This proposition from the stana- 
point of common sense is so clearly un- 
justifiable that such actuarial support 
as it has received can only be accounted 
for on the assumption that there is so 
much mental confusion as to the mathe- 
matical principles involved, that the 
moral aspects of the case have been en- 
tirely lost sight of. 
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The approaching annual convention of 
the National Association of Local Fire In- 
F surance Agents will, in 

The Agents’ Na- all probability prove 
tional Convention the most important held 
since the organization of this interesting 
association. That the national agency 
movement has grown in strength and 
prestige during the past year, is shown 
by the extended preliminary discussion 
of the issues likely to be considered at 
the September meeting, as well as the 
importance attached to the acts of the 
organization by the companies. It has 
been evident to those in close touch with 
the work of the National Association 
during the past year, that very substan- 
tial results have been accomplished in 
demonstrating its strength as a factor in 
maintaining the American agency sys- 
tem, and giving permanence and stability 
to the position of the local agent. It is 
true that a contrary opinion prevails 
among some observers of the movement, 
but the grounds for this opinion are such 
as to confirm our view that the National 
Associatton is today more of a factor in 
the insurance situation than ever before. 
This is due not only to the fact that the 
administration of the association is in the 
hands of able, conscientious and progres- 
sive men, but also because the movement, 
irrespective of the personality of those 
who are conducting it, has developed 
along lines of natural evolution. 

The issues which confront the National 
some of which, at 
least, will be brought before the Septem- 
ber convention, are state legislation, rates, 
commissions, single agencies, brokerages 
and overhead writing by companies and 
agents. We propose to touch briefly 
upon each, not for the purpose of influ- 
encing the legislation of the National As- 
sociation, but merely to contribute to the 
discussion an unbiased statement of 


Association today, 


facts and opinions. 

Before proceeding to discuss these ques- 
tions in detail, 
there are two controlling purposes, 
primary motives, 


we desire to say that 
two 
which should animate 


the National Association in all its acts: 
first, a desire to advance the self-interest 
of the American Local Agent, not the in- 
dividual, but the whole mass; second, to 
deserve and hold the endorsement of en- 
lightened company managers. The suc- 
cess of the National Association depends 
upon the exercise of these two purposes in 
equal proportion. If more emphasis is 
laid upon one than upon the other, or if 
one is neglected and the other motive 
alone pursued, the National Association 
will fail to accomplish the work for which 
it is designed. Therefore, the test of effi- 
ciency of any legislation which may be 
enacted by the National 
First, will it benefit the local agent, and 
Second; will it command the support of 
the companies? 

We do not mean to say that this must 
be the test applied to every individual 
piece of legislation, but to the results of 
the convention’s action as a whole. In 
other words, while the organization is 
taking action designed distinctively to 
promote the self-interest of local agents, 
—which, taken by itself, might fail to se- 
cure the endorsement of the companies,— 
it is encumbent upen the association, at 
the same time, to place itself upon record 
upon those matters which will command 
the endorsement of the companies and 
cause them to withhold the opposition 
which might be directed against other 
measures. It is perfectly possible for the 
National Association to maintain this 
balance and harmony of action between 
legislation affecting the self-interest of 
agents and companies, as we hope to 
show in discussing the questions which 
have been outlined above. 

se Ss 

The local agent is more directly af- 
fected by the questions of single agencies, 

rate-cutting compan- 

The Single ies, brokerage and 

Agency Problem overhead writing. Be- 
yond doubt the single agency problem 
involves the largest degree of self-inter- 
est to the agent. For this reason it is the 
most difficult to adjust. Its final settle- 


Association is; 























ment will probably be deferred until there 
is established between the company and 
agency associations a system of confer- 
ence which will enable them to devise 
jointly, an effective plan for meeting the 
situation with its numerous complications. 

The multiple agency system is either 
the effect or the cause of very nearly all 
the competitive evils which assail the 
business. Its close relation to adverse 
state legislation, unstable rates, excess 
commissions and brokerages, can easily 
be traced. One obstacle to the adoption 
of a single agency system is the existence 
of the so-called annexes. The company 
associations have, on several occasions, 
undertaken to meet this phase of the 
question, but have failed to devise 
or adopt a satisfactory definition of a 
company. For this reason the National 
Association of Local Fire Insurance 
Agents has not attempted to solve this 
phase of the problem. At the last con- 
vention, however, it did undertake to say 
what, in its opinion, constituted a single 
agency; namely, ‘“‘the entire and exclusive 
representation of a company and its sub- 
sidiary organizations. The said com- 
pany having no financial interest in the 
business written by others in any part of 
the same territory.” 

This action was extensively commented 
upon and criticised. A canvass of agents 
in all parts of the country, made by this 
magazine soon after the adoption of this 
resolution, indicated that it was warmly 
supported by local agents and that, in 
their opinion, it would stand without 
change as a declaration of general prin- 
ciples. It was felt, however, that its 
practical application must be governed by 
the conditions in different localities, and 
that further legislation would be unwise 
until the companies were prepared to 
adopt an effective rule. 

So far as the National Association is 
concerned, its position has been defined 
and it now rests with the single agency 
companies, backed by this moral support, 
to insist upon such action as will guard 
their interests. If the companies can 
suggest a modification of the single 
agency definition which does not per- 
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manently impair the sole agency prin- 
ciple, there will be no difficulty in effect- 
ing acompromise with the National Agency 
Association. Until such a modification is 
adopted by the companies, it does not ap- 
pear to be incumbent upon the National 
Association to do aught but -to reaffirm 
its action of*last year and call upon the 
state associations which have not done 
so to adopt the declaration of principles. 

The moral support given by the Na- 
tional Association on the single agency 
question has helped the settlement of the 
issue in specific localities, and undoubt- 
edly the problem will continue to work 
itself out in this way until the movement 
attains enough momentum to enable the 
companies, acting in co-operation with 
their agents, to clear the field of the mul- 
tiple agent. 

ss 

The question of rate cutting companies 

will probably eome before the National 
Association this year 

Rat: Cutting in some form. Action 

Companies upon this matter was 
suggested last year, but it was deemed 
expedient to postpone the proposition un- 
til a more opportune occasion. 

The income of the agent depends upon 
the rate received. It is possible for this 
income to be cut in two and the agent’s 
prospects ruined by a rate war inaugur- 
ated to promote the self-interest of a 
single company or a limited group of 
companies. Instances are quite numerous 
where this kind of ruin has been visited 
upon all the local agents in specific lo- 
calities. The companies engaging in rate 
wars have, of course, suffered at the same 
time, but the injury to them has been but 
slight compared with that imposed upon 
local agents. At the present time the lo- 
cal agent has absolutely no defense 
against the cruel and devastating effects 
of a rate war. He is equally helpless 
whether innocent or guilty of the causes 
leading to such a rate war. The indi- 


vidual agent, or the associated agents in 
a single locality, have not been in a posi- 
tion where they could resist this attack 
upon their interests. 
rived when the united force of 


Has the time ar- 
local 
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agents throughout the country shall be 
exerted to protect tne indiviaual agent 
against the rate-cutting company? 

Assuming, as we have aiready asserted, 
that the success of the National Associa- 
tion depends upon the fidelity with which 
it advances the interests oi the local 
agent, coupied with its succéss in secur- 
ing the co-operation of the compaunies,— 
we believe that the time has arrived when 
the National Association should taxe tnis 
action. it is the only new piece of ‘tegis- 
lation suggested which is distinctively in 
the interest of local agents. It shouid 
be, as it has been in the past, the policy 
of the National Association to take each 
year some step in advance which will 
cement the interest of local agents and 
demonstrate the worth of the movement 
to the agency forces whose support it in- 
vites. ad 

On the question of overhead writing, 
single agencies and brokerages, the Na- 
tional Association can, at this years con- 
vention, do little but reiterate what has 
already been done. The association will 
probably be called upon to enact legis- 
lation which will bring it into closer and 
more harmonious relations with the com- 
panies. It is right and essential that it 
should be asked to do this, and we be- 
lieve that it will be done. But the agency 
movement will suffer in prestige if at 
the same time it does not give emphasis 
to some new idea essentially designed to 
promote the self-interest of the local 
agent; and, in view of the fact that the 
National Association is likely to adopt 
legislation which will receive the ap- 
proval of the companies, we feel confident 
that any movement taken by the asso- 
ciation to protect its members against 
the rate cutter will be tacitly accepted, 
if not cordially approved, by the major- 
ity of company managers. The exact 
form which the action may take is imma- 
terial. The essential point is for the Na- 
tional Association to assure its members 
that their interests are being watched 
and guarded. 


st SB 
One of the most annoying things which 
the local agent has to face is the illigiti- 


mate competition of 

The Brokerage the city broker. At 
Question its last convention the 
National Association was compelled to 
tace this problem and recommend legis- 
lation to protect the agent. ‘Lhe resolu- 
tion adopted recognized as legitimate the 
practice of paying a commission to resi- 
dent brokers unver ail Clrcumstances, and 
to non-resident brokers under certain re~ 
Strictions, namely, that the property 
written be owned by a non-resident and 
that the rates, in every respect, conitorm 
to the rules of the underwriting organi- 
zation having jurisdiction over tne risk. 
‘rhe purpose of this action was to equal- 
ize competitive opportunities between the 
local agent and the non-resident broker. 


This recognition, that a non-resident 


might desire to have his prop- 
erty placed by a non-resident brok- 
er, applied to conditions which have 


long existed in the business or fire in- 
surance. During the past year, however, 
the continued consolidation of industrial 
interests under one management has 
rendered the non-resident proposition of 
vastly greater importance. The resolu- 
tion of the National Association was de- 
signed to provide that John Jones, living 
in New York and owing property in 
Buffalo, might have his property brokered 
in New York. It is a question, however, 
whether it was intended to cover the case 
of John Jones residing in Buffalo, owning 
property in that city, and transferring it 
by deed of trust to a consolidated corpor- 
ation whose head office is located in New 
York city. If the brokerage question is 
again brought before the National Asso- 
ciation, this is the particular phase which 
will be given prominence. 

During the past year the position of 
the broker, as a competitor of the local 
agent in the control of risks, has been 
extensively discussed in the columns of 
this magazine, both from the standpoint 
of the broker and the agent. The claims 
df each have been advanced by gentlemen 
well qualified to present them. It is 
not necessary to review the numerous 
arguments upon both sides of this inter~ 
esting controversy, and we shall merely 
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confine ourselves to pointing out a con- 
tention advanced on behalf of the local 
agent, which, possibly, may throw some 
light on the future trend of legislation 
The proposition is this: A middleman 
between the property owner and the com- 
pany is necessary and the cost of his 
maintenance can properly be included in 
the premium paid to the company by the 
property owner. In most localities this 
middleman is supplied by the appoint- 
ment of agents who act also as brokers. 
The middleman so appointed, supplies 
every economic need, and the employ- 
ment of an additional broker for the in- 
sured, constitutes the introduction of a 
second middleman into the transaction 
whose services are not needed by the pro- 
perty owner, as a whole, and are an ex- 
pensive luxury. It is admitted that in 
some cases the property owner might ad- 
vantageously employ a broker in addi- 
tion to the middleman already supplied 
by the companies, but if so, the property 
owner who requires this exceptional ser- 
vice should, in equity, pay for its cost. 
The entrance of this extra middleman 
into the field covered by the agency for- 
ces of the country, it is claimed, has 
added to the cost of insurance and has also 
increased the inequality with which the in- 
surance tax is spread upon property 
owners. 
ss SS 
The proposition that the non-resident 
broker shall be compensated by the prop- 
erty owner whom he 
An Advanced directly serves is an 
Proposition advanced one, yet it 
must be admitted that there is nothing 
else for the National Association to do but 
take such a stand, unless it is satisfied 
to let the brokerage problem rest where 
it is. The proposition, that a property 
owner who employs’a broker to represent 
his interests should pay for the service, 
is theoretically correct. But the existing 
conditions in fire insurance are anomal- 
ous. It is a fact that the broker, while 
acting as a direct representative of the 
property owner, renders a service to the 
company which it has become customary 
to recognize by the payment of a broker- 


age out of the premium received. This is 
an indirect method of levying the charge 
upon the property owner. 

Under existing economic conditions the 
broker demands a commission from the 
company. The company is willing to pay 
it because it believes the advantages ob- 
tained justify the expense. While this 
plan of compensation to the broker 
may be _ theoretically wrong, it is 
controlled by the operation of 
petitive laws. These however, 
are constantly subject to variation and 
change by the introduction of new forces. 
Economic law is merely the natural play 
and counter-play of human desire and 
self-interest. It may be that the evolu- 
tionary forces at work in the agency field 
today, render a change in the plan of 
compensation to a non-resident broker 
likely. During the past year several in- 
stances have arisen showing that it is pos- 
sible, by united action on the part of 
local agents, to successfully meet the 
competition of the non-resident broker. 
The property owner will place his insur- 
ance where he can get the best service, 
and if, by concentrated force, the agent 
makes it impossible for a property owner 
to employ a non-resident broker without 
paying for the service out of his own 
pocket, the agent would certainly obtain 
a great competitive advantage. The 
proposition is an advanced one. We are 
not prepared to say whether it could 
wisely be acted upon or ‘not. 

s+ SF SF 

Closely allied to the question.of broker- 

age is that of overhead writing by com- 


com- 
laws, 


panies and agents. 
Overhead Writ- The great majority 
ing by Agents of companies have 


pledged themselves to the National Asso- 
ciation not to write over the heads of 
their agents. There is evidence that this 
pledge has been, as a whole, well ob- 
served, and that the results to agents in 
all parts of the country have been profit- 
able. The question, however, is compli- 
cated by overhead writing between local 
agents themselves. For some time there 
has been an agitation in behalf of action 
which will effectively prevent one agent 
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from writing in the territory of another, 
something which the companies cannot 
always control. 

By some it is considered, that the posi- 
tion which the National Association has 
already taken amply covers overhead 
writing between agents, and that it is 
merely a matter of detail to effectively 
handle the question. The situation, how- 
ever, appears to be so indefinite that it 
may be desirable to amplify and to make 
clear the present attitude of the asso- 
ciation upon this problem. 

The question is, should the National 
Association take action favoring the re- 
striction of the operation of agents to a 
defined territory, if so, where and 
how should the line be drawn? Should 
it be drawn according to cities and towns 
or on county lines? Should the agents 
between themselves determine the limita- 


and 


tions of territory, or is it a question for 
the companies to decide? 

We find that among conservative 
agents the opinion prevails that the limi- 
tation of territory is a function which 
properly belongs to the company. It is 
contended that if the companies, in their 
will define the 
territory in which each one is to write, 
the National and State associations can 
effectively stop overhead writing between 
agents. It is possible that if any action 
is taken by the National Association this 
year, it will be in the line of a request 
to companies that each agency appoint- 
ment contain a definite limitation of terri- 
tory. It is, of course, possible that this 
method of handling the question will re- 
sult in abuses which will necessitate fur- 
ther legislation. 

ss SF 

The questions thus far discussed relate 
to the self-interest of the local agent; 

those of State legisla- 

The Problem of tion, rates and com- 

Legislation missions directly con- 
cern the self-interest of the companies. 
We believe the time has arrived when 
the National Association should take a 
pronounced stand on State legislation. 


commissions to agents, 


On this point the intérests of the com- 
panies and agents frequently conflict, and 
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out of this conflict there has oiten aiisen 
state legislation which has, in its nnal 
analysis, benefited none and seriously 1n- 
jured the prospects of all. 

It is perfectly possible, and extremely 
desirable, for the companies and agents 
to agree upon a uniform policy in regard 
to legislation. They should determine 
whether it is good policy for either to 
promote legislation, and if so, what legis- 
lation it is wise to advocate in behalf of 
both interests; or if no new legislation is 
desirable, an agreement should be 
reached, between the companies and 
agents, to act entirely on the defensive 
and to secure a repeal of those laws 
which at present hamper and restrict the 
legitimate operations of those engaged 
in the business. 

The executive committee of the Na- 
tional Association is considering an 
amendment to the constitution of that 
body, providing that no state association 
shall advocate the passage of any legis- 
lation until it has been approved by the 
committee on legislation of the National 
Association. This is an amendment which 
ought to be passed, not only because it 
will more closely cement the interest of 
local agents, but will make it possible for 
the National Association to confer with 
the company officials on all matters per- 
taining to legislation. The problem of 
state legislation is not a local one; it 
does not affect the self-interest of parti- 
cular. sections or particular persons en- 
gaged in the business. Its adverse effects 
are universally felt, and nothing will con- 
tribute more to the prosperity of the 
business, as a whole, than some clear 
understanding between the companies 
and the agents, which will enable both to 
present a firm and united front against 
further restrictions. Practical experience 
has already demonstrated that legislation 
can be handled by united action. The 
National Association not only should 
exercise control over the State associa- 
tions in all matters pertaining to legisla-~ 
tion, but should endorse and promote a 
system of co-operation with the National 
Board of Fire Underwriters for the pur- 
pose of devising, by compromise or other- 
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wise, some agieement covering a uniform 
policy touching State legisiation. If the 
State Associations will consent to do noth- 
ing without the advice uf the Nationai 
organization, and the iatter, in turn, is 
willing to confer witn company offi- 
cials before acting one great obstacle 
which’ has stood in the way of cordial re- 
lations between companies and agents, 
will be removed. By such an attitude, 
the National Association will render it- 
self strong, not only in the eyes of its 
own constituency, but in the eyes of com- 
pany managers as well. The sentiment 
among the conservative leaders in the 
agency forces, in favor of such a solution 
of the problem, is so strong that we do 
not believe the National Association will 
adjourn this year without placing itself 
on record emphatically in regard to this 
matter. 
es SF 

Rates and commissions are correlated 
although the practical application of this 
truth is not, as yet, 
very general. At last 
year’s convention the 
Association declared in favor 
equalization of rates by an 
application of schedules and combined 
classifications. Furthermore it was 
voted to request rating authorities to take 
immediate action toward  readjusting 
rates in such localities and on such classes 
as the experience of the companies had 
shown to be unequal. 

This action apparently involved no defi- 
nite recommendations as to advances or 
reductions; but in fact, it covered both. 
During the past year the companies have 
endeavored to promote the equalization 
suggested by an advance in rates upon 
unprofitable classes. No reduetion in 
preferred rates has taken place. 

The action of the National Association 
was intended to promote a system of rat- 
ing which would result in a premium 
charge upon all classes producing an equal 
ratio of profit, the belief being that this 
would do more than anything else to 
settle the commission controversy. The 
National Association was not then pre- 
pared, and so far as we know, it not vet 


Attitude Towards 

Commissions 
National 
of an 


disposed, to tuke any direct action upon 
commissions. ‘there prevaiis among the 
members a strong body otf opinion in 
favor of uniform commissions tor ali com- 
panies and all agents. Nevertheless, as 
a@ practical matter, it is not deemed ex- 
pedient tor the agency associlatious to 
attempt, as yet, to handle this question. 

We have frequently expressed the opin- 
ion that in time, the associations wouid be 
compelled as a matter of selr-interest, to 
take some emphatic stand in regard to 
unilorm commissions, not as to the exact 
amount which shali be paid, but merely 
as to the general proposition. Under 
existing conditions, with varying rates 
ot commission paid to different agents, 
there is an inequality of opportunity in 
competition which places the unitorm 
commission agent at a disadvantage. 
Furthermore the differential commission 
results in rebating to the insured and a 
multiplicity of agents, both of which, in 
turn, vitally affect the self-interest of the 
agent. 

Action upon 
looked upon purely as a function of the 
company organization. The exercise of 
this function is often opposed by local 
agents, because it curtails their oppor- 
tunity to sell their business in an open 
market; but the agents are urging the 
companies to sacrifice their freedom of 
in the appointment of multiple 

The multiple agent is the direct 
commissions. 


commissions has been 


action 
agents. 
outgrowth of differential 
These two vital questions are so irrevo- 
cably interwoven, that probably no effect- 
ive settlement of either will be reached 
until the companies and agents agree to 
act upon both simultaneously: In other 
words, it is likely that when the agency 
associations are prepared to stand for 
uniform commissions, the company asso- 
ciations will be prepared to stand for 
single agencies. 
se Ss 
In regard to rates the companies pro- 
bably would like to see radical action by 
the National Associa- 
The Rating tion. They would like 
Situation to have that organi- 
zation adopt a resolution giving mora} 
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support to the effort now being made to 
obtain generally increased rates. But 
there is a question as to the wisdom of 
such action by the National Association, 
If, as claimed by many, rating functions 
belong essentially to the companies, 
the National Association would not be 
justified in a public declaration upon the 
question. 
We are, 


however, confronted by the 


rise of a new situation. There is an ex- 
pressed desire on the part of some of the 
company managers, to share rating func. 
tions with local agents, and it is quite 
apparent that local agents, as a whole, 
desire to have a larger voice in the nam- 
ing of rates. If we rightly read the signs 
of the times there is a strong drift in this 
direction. It is conceded by some as the 
only solution of the problem in anti-com. 
pact states. If this be true, and the 


agents in the near future are likely to 
assume rating functions in conjunction 
with the companies, then the attitude of 
the National 
question becomes 


toward this 
reversed. If 


Association 
entirely 


the present conditions of fire insurance 
make it expedient for local agents to 
have a hand in rate making, then it cer- 
tainly becomes incumbent upon them to 
do all in their power to make those rates 
profitable to the companies, as clearly 
they are not today. The general level of 
rates is from ten to fifteen points loo low, 
based upon the experience of conservative 
companies. ° 

If the agents desire to share with the 
companies the advantages of making 
rates they must likewise assume its obli- 
gations, and make the business a profit- 
able one for the capital engaged therein. 
Viewed in this light, therefore, the Na- 
tional Association would not only be jusi- 
fied in adopting a resolution favoring in- 
creased rates upon unprofitable classes, 
but is, in fact, under some obligation to 
do so. The agents cannot expect to 
share the function of rate-making with 
the companies, unless they are likewise 
willing to assume public responsibility for 
such rates as are necessary to meet the 
unprofitable conditions of the business. 











CONCENTRATION IN FIRE INSURANCE. 


(From the Baltimore Underwriter.) 


If the consolidation of insurance com- 
panies under the trust form is not in any 
man’s thought, the concentration of in- 
surance assets is going on very rapidly. 
The community of interest idea is assert- 
ing itself in reinsurances, purchases of 


stock and unification in one way or an- 


other. ‘‘Insurance Economics” traces the 
progress of concentration of insurance as- 
sets in the decrease of insurance compan- 
ies reporting to the New York department 
from 201 in 1875, to 161 in 1901; and of 
these last, it says that ‘35 are owned or 
controlled by other companies,” thus re-~ 
ducing the ‘“‘competing insurance units” 
to 126, and adds that a half dozen more 
have since been absorbed or otherwise re- 
tired. ‘Insurance Field’? does not regard 
this concentration of insurance capital as 
having “produced any conspicuous eco- 
nomical results,” but that “fire insurance 
has steadily increased in cost to the in- 
suree and has steadily become more ex- 
pensive for the reduced number of com- 
panies to conduct, while at the same time 
there has been an appreciable decrease in 
the ratio of insured property destroyed.” 

Are not the same results traceable in 
every other business? The railroads have 
concentrated and consolidated without re- 
lief to the people, if one puts faith in the 
complaints which flow in steady streams 
to the Interstate Commerce Commission. 
The barrenness of economical results, so 
far as mere cheapening goes, may be 
found in the fact that this is an age of 
increased expenses. A man requires more 
compensation, or at least believes he does, 
than formerly. Labor demands more 
wages and less hours of work, and busi- 
ness of all kinds seeks its profits in quick 
sales and frequent turning of capital 
rather than in increase of price. In fire 
insurance, the irrepressible conflict about 
multiple agencies and over-head writing 
is but the struggle to get increased com- 
pensation. The agents don’t want to di- 
vide the business and the companies re- 


quire more business than single agencies 
can furnish. 

The lines along which ‘‘conspicuous eco- 
nomical results’ will be found, have not 
yet been discovered by the companies. 
Nor can it be said with accuracy that 
great capitalistic consolidation has point- 
ed out with businss certainty how con- 
spicuous economical results are to be ob- 
tained. All is experiment at present, and 
fire insurance companies are but trying 
and testing concentration in the effort to 
find out how to be more successful. But 
economy is a relative term, and that 
which is economy in one business would 
be parsimony in another and extravagance 
in a third. Conspicuous success has been 
but seldom, if ever, attained by any 
cheese-paring process. It may be as “In- 
surance Field’ says, that “the competing 
companies eliminated have been retired by 
brute rivalry, by a deliberate increase of 
expense in order to force the weaker ones 
to the wall;’” vae victis is the battle-cry 
of business as well as of war. It may be 
cruel, but it can’t be helped; the weaker 
must always go to the wall. ‘While all! 
other great capitalistic enterprises,” the 
“Field’”’ adds, “have been undergoing con- 
version to adapt themselves to modern 
economic necessities by sudden transfor- 
mation, fire insurance yet continues the 
movement to purge itself by means of 
‘the pace that kills’ off the weaker.” This 
shows that purging was necessary and 
that the remedy was found. So it will be 
in all struggles for success in business. 
“The brute method of elimination” is 
really less cruel than the starvation plan. 
But the “brute method” came in the reg- 
ular order of business, and followed the 
natural lines of competition. It was not 
invented with “malice prepense,” but 
grew out of natural causes and was ap- 
plied with as much mercy as the occasion 
permitted. If the “brute method’ has 
“tested the agency system of conducting 
fire insurance to the utmost; if it has 
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forced every sort of expedient and desper- 
ate remedy into use; if it has rendered 
the study of rating a vital necessity,’”’ our 
contemporary must recognize it as a re- 
formatory agency of great power, and one 
that did not anticipate its hour of useful- 
ness and good. 

We concur with our contemporary that 
intelligent concentration of fire insurance 


capital is desirable to all interested in the 
business, and we will not dissent from the 
remark that “‘thus far there is no sign of 
an intelligent plan on the horizon,” but 
don’t be impatient, and remember that 
there are Irvins, Chases, Washburns, 
Platts and other able men who have got 
to be heard from. 


CONSOLIDATION FROM THE STANDPOINT OF THE “OCTOPUS.” 


At the recent annual meeting of the 
Life Underwriters’ Association of Central 
Massachusetts at Worcester some re- 
marks were made by Mr. James Logan, 
General Manager of the United States 
Envelope Company, which bear with pe- 
culiar emphasis upon the general business 
conditions of the country. The United 
States Envelope Company is a so-called 
“trust” and is comprised of a number of 
business organizations combined under a 
single management. Mr. Logan, there- 
spoke from the standpoint of the 
“actopus.” So much has been said con- 
cerning industrial consolidations from the 
standpoint of their opponents that it is 
quite refreshing to hear one who is iden- 
tified with this significant movement ex- 
press an opinion as to its causes and its 


fore, 


probable results. 
Mr. Logan prefaced his remarks by say- 


ing that so far as he could observe, in the, 


business of life insurdfice there Has been 
more intelligent, scientific figuring than 
in any other line of business. This, he 
thought, was the natural result of com- 
petition and expansion. As the business 
has grown it has become more and more 
necessary that concrete facts should be 
the basis of estimation for the future 
rather than unintelligent guesses. He 
said: “An insurance company is sup- 
posed to know the cost of the different 
kinds of insurance which it sells, and the 
price of insurance is based upon its cost.” 
He thought that life insurance was today 
perhaps the most certain of all invest- 


ments, contrasting this with the uncer- 
tainty attending investments in mercan- 
tile and manufacturing industries. This 
contrast he attributed to the fact that in 
life insurance there was an intelligently 
applied knowledge of the costs of produc- 
tion, while in the other this knowledge 
was largely absent, the price being often 
fixed by ignorant competition and the 
goods sold without a knowledge or proper 
appreciation of cost. Continuing, he 
said: 

“No man intends to do business at a 
loss if he can help it, but the ignorant 
competition of one or two manufactur- 
ers may compel a man to do business at 
a loss and finally force him into bank- 
ruptcy and out of business altogether. 

“Every man who does business today 
knows that his worst enemy in the great 


industrial struggle is ignorance. The 
great body of business men do not fear 
intelligent competition. The ignorant 


competitor is the one to be feared. It 
often makes little difference how much 
intelligence a man puts into his business 
if the price at which he is forced to sell 
his manufactured product is fixed by 
ignorant competitors who do not know 
the cost of their goods. 

“Statistics are often quoted to show 
that only a very small percentage of men 
succeed in business. Those who have 
given the myatter.careful thought say 
from 3 to 5 per cent. Whether that be 


correct or not I do not pretend to say, 
but this we do know, a large percentage 
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do not succeed. The consolidation of in- 
dustries has given an opportunity to see 
how some men have conducted their busi- 
ness, and were you to get a look behind 
the scenes, you would not marvel that 
so few business men were successful, but 
you ‘would marvel that one could suc- 
ceed and make headway against such 
colossal ignorance of the common econo- 
mic laws of business and trade. 

“The large corporation for the conduct 
of mercantile and industrial business is 
here to stay, just as the large insurance 
company is here to stay. Business in all 
lines is going to be done on a large scale 
and at a minimum of cost. 

“These large aggregations of capital are 
reducing competition to a science and 
some day costs of production will also be 
brought more nearly to a scientific basis 
and when it has worked itself out, as I 
believe it will, the commercial death rate 
will not be what it now is, and in the long 
run, the consumer will get better zoods 
for less money than under present ignor- 


ant competitive conditions, and invest- 
ments in mercantile and industrial busi- 
ness will be more secure, though in years 
to come they will receive smaller returns. 
All the expenses incurred in doing busi- 
ness at a disadvantage by reason of not 
being so located or equipped as to take 
advantage of every geographical or eco- 
nomic condition, all the failures which re- 
sult from ignorance, dishonesty, or incom- 
petence, are in the last analysis, paid for 
by the people. 

“The principle of consolidation is right. 
It eventually means that there will some 
day be wrought out a more scientific way 
of doing business. The demands of the 
new century will not admit of guess 
work. The management of the future 
must have a definite knowledge of the 
costs of production; not in a vague and 
general way, but in a concrete and speci- 
fic way. Success by the rule of thumb 
has gone forever and in the years to come 
success will be won only by exact and 
definite knowledge.” 


CO-OPERATION IN THE ADJUSTMENT OF FIRE LOSSES. 


The question of co-operation between 
fire insurance companies in the adjust- 
ment of losses has been frequently dis- 
cussed, but little of practical utility has 
been accomplished. Nevertheless, there 
is a a growing sentiment among mana- 
gers in favor of co-operation in this di- 
rection. An attempt to solve the ques- 
tion seems to have been made in the or- 
ganization of what is called the “Under- 
writers’ Special Agency and Adjustment 
Company” of Denver, Colorado. The 
company’s capital stock is $25,000, and 
after the payment of a dividend of seven 
per cent. and the expenses of conducting 
the corporation, it is proposed to divide 
the profits pro rata among the companies 
employing its services. Those identified 
with the company are af well-known, 
practical underwriters. Mr. Sylvester G. 


Williams of Denver, who for the past ten 
years has been conducting a general ad- 
justing and insurance law business, is 
president. Mr. H. T. Lamey, a leading 
Western manager, is the vice-president, 
and among the directors is noted Mr. 
Charles J. Holman of New York, assis- 
tant manager of the Commercial Union. 
Other directors are, Mr. A. C. Heltzell of 
Chicago and Walter E. Dennison of San 
Francisco. 

While the main purpose of the company 
is to adjust losses, it proposes to serve 
the interests of the companies in a va- 
riety of other ways, such as superintend- 
ing the rebuilding and repair of build- 
ings, and the handling, care and disposal 
of damaged goods and merchandise, the 
inspection of risks, the valuation of prop- 
erties for insurance purposes, the collec- 
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tion of agency accounts and subrogation 
claims, adviceregarding agency bonds, and 
many other details incident to field work. 
The charter of the company is a compre- 
hensive one, and makes practical the 
united action of insurance .companies in 
matters of common concern. 

It is proposed to operate only in the 
territory west of the Missouri river. The 
company has a regular schedule of fees 
and charges for services performed. The 
per diem charge for adjustments to sin- 
gle companies has been reduced from the 
customary $15 to $10, fifteen being 
charged where three or more companies 


contribute. Traveling expenses are cov- 
ered by a system of mileage charges. In 
making its inspections the company pro- 
poses to introduce photographic work. It 
says: “The camera is a good and quick 
observer and its memory rarely fails. Its 
utility in field work has been much con- 
sidered and its value recognized, yet its 
use has been neglected. The Underwrit- 
ers’ Company has planned for the use of 
photography in thie field, believing that 
great advantages at trifling expense may 
be secured to patrons by this invaluable 
aid.” 


THE VALUE OF STATISTICS AS A CLASSIFICATION OF LOSSES. 


(Frank H. Devlin before the Pacific Fire Underwriters’ Association.) 


Certain statistics in our husiness, are 
what the chart and compass are to the 
mariner. They enable us to steer clear 
of the danger and shoals which beset us 
on every side. As the mariner guides his 
ship by rocky reefs and through danger- 
ous passages, into the open sea, and 
thence on to a safe harbor, with the aid 
of his chart and compass, so we, with 
statistics, are able to guide ourselves in 
our affairs, with a greater degree of safe- 
ty than if we were a derelict on the sea 
of ignorance. But it is not alone the 
chart and the compass that makes the 
complete mariner, nor is it statistics 
alone, that make the underwriter. In the 
one, as in the other, it is the genius—the 
master mind, the steady hand, the in- 
dividual, who knows how and when to 
use these aids, and who is not governed 
solely by them, that is usually successful. 
The mariner long in service knows, al- 
most intuitively, the shaols and reefs, 
the dangerous channels, the places he 
must steer clear of, the probability of 
storms arising, and so the underwriter, 
through his long service as field man, ad- 
may, almost in- 


juster and manager, 


Stinctively, know, or should know, the 
shoals and reefs in our business, the 
rocks which have wrecked many an un- 
derwriter, the places and points he should 
steer clear of, if he desires to avoid dan- 
ger, the safe channels through which his 
business should come, if he expects to 
reach a haven of peace. 

With all credit to the men who have 
done so much, on our coast and else- 
where, in gathering statistics which have 
proven almost invaluable to us, and who 
receive scant praise for their labor; with- 
out in the least deprecating the use of 
statistics, but, on the other hand, im- 
pressing upon everyone who desires to 
become an underwriter, to study, deeply, 
insurance statistics, to the end that he 
may have a more complete knowledge of 
the business of fire insurance, I want to 
caution the young underwriter, especial- 
ly, that he should not be governed en- 
tirely or solely by them. There is some- 
thing more than statistics, and it gives 
me great pleasure to quote from a well- 
known English underwriter who -has 
written on this question, and with whom 
IT heartily agree. He says: 
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“But beyond statistics, there must be 
that keen, sympathetic, sensitive judg- 
ment, amounting almost to an instinct, 
which so often comes into play, to con- 
firm, or perhaps to negative, what the 
figures seem to indicate. It is like the 
philosopher’s stone of the alchemist, 
which, applied with discretion, and at the 
proper moment, turns into gold the par- 
ticular transaction. It is the faculty, 
the final touch of some deep thought, or 
the moral derived from some vital in- 
stinct, and often put into effect in face 
of otherwise convincing statistics, which 
has such a large share in the composition 
of some of our greatest underwriters.” 

I would like to elaborate on this matter, 
for it seems of vital importance, to me, 
but I must refrain, but I believe in this 
underwriting instinct; I believe some 
have this faculty developed more than 
others; I believe that it has been devel- 
oped by patient study, by research, by 
observation, but principally by coming 
into personal contact with the thing it- 
self, from knowledge gained by individ- 
ual inspection, from doing one’s work 
with deep interest, from complete inves- 


bad in one location, and good in an- 
other; that hazards that afiect a certain 
risk in the East may have but slight ei- 
fect on the same risk in this Western 
I believe that climatic 
conditions make a difference in the haz- 
ard. I am a firm believer in a close in- 
spection of individual risks, costly as it 


country of ours. 


may be, and on this coast particularly, 
where most of our returns come from a 
sparsely settled country, although cover- 
ing an Empire in itself, where we have 
few large cities, and most of our income 
is, necessarily, received from the smaller 
places, individual inspection, to me seems 
an absolute necessity. I believe, on the 
other hand, that there are a number of 
risks and hazards, where the statistics 
gathered are extremely valuable, and 
that in no better way, can we arrive, ap- 
proximately, at a correct basis for rating 
other than through the statistics gath- 
ered. My remarks, however, are mainly 
directed to those statistics which are 
usually supposed to guide one in the 
acceptance of business and the making 
of lines. Some people allow statistics to 
govern them entirely, and this, I think 


tigation of the nature or hazard of the is wrong. They should guide us, not 
particular risk, town or city involved. I govern us 
believe that one clase of risks may be 
Sra 
: VALUED POLICY ENACTMENTS IN 3901. 


During the current sessions of the state 
legislatures very little progress was made 
in the enactment of valued policy laws. 
Bills were introduced in about twenty 
states and thus far but three have passed 
them—Colorado, Nevada and California. 
In Colorado the bill was vetoed by the 
governor because it tended to increase the 


cost of insurance. Commenting upon the 


effect of the law, he says: ‘“‘We have the 


advantage of the experience gained by 
other states where such a law has been 
enacted and has become operative, and 
the universal testimony is and has been 
that it has materially increased the rate 
of insurance and the ratio of losses has 


become vastly larger, giving rise to the 
supposition that such a law operates in 
favor of the incendiary and to the detri- 
ment of the honest man thereby compell- 
ing the honest man to pay for the frauds 
perpetrated by the dishonest man.” 

In the state of Nevada, where the fire 
insurance companies withdrew in a body 
on account of the passage of a valued 
policy law, the situation has been re- 
lieved by the action of the Supreme Court 
in declaring the law void because it 
failed, through an inadvertency, to re- 
ceive the requisite signatures of state of- 
ficials. This lucky circumstance is not 
only satisfactory to the companies but 
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to the property owners whose interests 
were seriously jeopardized by the action 
of the companies. 

California has passed an interesting law 
which seems to be less dangerous than 
the usual measures of this character. It 
provides that the policy-holder, when tak- 
ing out insurance, may have his property 
examined by the company and its value 
fixed, the cost of such examination to be 
This 
be stated in the policy and in the event 


paid by the insured. value shall 
of total loss, the whole amount insured 


can be recovered, providing there has 


been no change increasing the hazard 
without the consent of the company or no 
The 


law does not prevent the parties to the 


fraud on the part of the insured. 


contract from stipulating concerning the 
repairing, building or replacing of prop- 
erty wholly or partially destroyed. 

The statistics of fire insurance transac- 
tions in New Hampshire for 1900 show a 
that state 
under the valued policy law. The record, 
since the law was passed in 1885, shows 
increase in the rate 


continued bad experience in 


an uninterrupted 
In the five years from 1886 


of burning. 


to 1890 the rate of burning was 47 cents 
per hundred; in the five years from 1891 
to 1895 it was 59 cents per hundred; in 
the four years from 1896 to 1899, it was 
66 cents, and in the year 1900 the rate of 
burning was 77 cents. While New Hamp- 
shire is not the original valued policy 
state, the operation of its law has been 
watched with greater interest than any- 
When passed, the foreign 
companies withdrew in a body, but re- 
turned at the end of five years without 
having secured a repeal of the law. The 
insurance department of the state has al- 
ways claimed that the valued policy law 
con- 


where else. 


has proved beneficial, basing _its 
clusions upon the fact that the balance 
left in the hands of the companies out 
of premiums after paying losses has been 
fact that 
since the 


on the increase. It is a 


rates in New Hampshire 
law was passed have increased. This is 
due not only to an increase in the rate 
of burning, but also to the fact that the 
companies have been compelled to incur 
more expense in the inspection of risks 
in an attempt to avert, so far as possible, 
the consequences of the pronounced moral 


hazard created by the valued policy law. 











THE MORTALITY CLASSIFICATION. 


Life Insurance Companies Have Decided to Combine Statistics. — Important Results Likely 
to Accrue in the Future. 


The bulk of the life insurance compan- 
ies have decided to adopt the system of a 
combined classification of mortality sta- 
tistics recommended by the Actuarial So- 
ciety of America and to share the expense 
incident thereto. These results have been 
obtained by correspondence with the com- 
panies since the last meeting of the Ac- 
tuarial Society on the part of President 
Oscar B. Ireland, who says: “The declin- 
ations have been very few and represent 
in the aggregate an amount of insurance 
that is not large enough to be important.” 

At the time the special committee made 
its report to the Actuarial Society pledges 
of support were received from a sufficient 
number of companies to warrant its suc- 
cess. Since then President Ireland has 
communicated with all companies whose 
actuaries are represented in the society, 
with the above stated results. Steps have 
already been taken to carry the project 
into effect and the work of compiling the 
statistics is now proceeding in many of 
the offices and will soon be taken up by 
all. The work will require considerable 
clerical labor on the part of each com- 
pany, but the work of combining and com- 
piling the statistics ‘in proper form will be 
handled by the special committee of the 
Actuarial Society. The total cost, outside 
of the clerical labor involved to each 
company, will be in the neighborhood of 
$30,000, and will be assessed pro rata upon 
each company in proportion to the num- 
ber of policies written in the territory and 
within the dates involved. 

The life insurance companies of the 
United States and Canada will contribute 
to the classification and no policies will be 
included upon lives written outside of 
those two countries. The classification 
will embrace all applications written by 
the companies from 1870 to 1899, containing 


a complete record of the policies between 
those dates. The companies have been 
furnished with elaborately prepared cards 
for the purpose of properly scheduling the 
required data, with detailed instructions 
as to the methods to be pursued in order 
to secure uniformity. The inquiry will be- 
gin with the date of application and ena 
with the termination of the contract. No 
account, however, will 
called “not taken” policies or policies 
which terminate during the first year 
otherwise than by death. Policies on fe- 
male lives, those issued in exchange for 
other policies, sub-standard and indus- 
trial policies, will not be included in the 
classification. The record will be brought 
down to the year 1900 and no account 
taken of deaths occuring after the anni- 
versary of the policies in that year. A 
departure from this rule is made in the 
case of army officers where the record is 
to include only the experience from 1870 
to 1897. This exception is made in order 
to exclude the mortality experience among 
army officers during the Spanish war. 

The system of reporting statistics pre- 
pared by the committee for the companies 
will enable them to furnish the informa- 
tion without exhibiting detailed informa- 
tion in regard to their policy records. It 
is anticipated that the work will be com- 
pleted by the fall of 1902, so that the actu- 
arial Society can publish the results be- 
fore the meeting of the International Con- 
gress of Actuaries in New York in Septem- 
ber 1903. 

The schedule prepared by the committee 
provides for ninety-eight different classi- 
fications, including the form of policy, 
race of the insured, occupation, personal 
record, weight, family record and resi- 
dence. Under the policy classification 
there are three sub-divisions, 


be made of so- 


namely: 
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where the insurance applied for is over 
$20,000, where the amount applied for has 
been reduced by the company, and where 
the plan of insurance asked for has not 
been granted. There are four classifica- 
tions under the head of race: namely, 
Germans, Irish, Swedes and Norwegians 
and negroes. The classification pnder the 
head of occupation includes some thirty- 
five of the more hazardous callings. Un- 
der the head of personal record the classi- 
fication deals with those physical discrep- 
ancies which tend to impair the lives of 
the insured. The classification as to 
weight is intended to show what the re- 


sults have been where the applicant is 
over or under the established standard, 
while the classes under the head of family 
record are designed to show what results 
have accrued where consumption, Bright’s 
disease, heart disease and apoplexy have 
prevailed among parents. The classifica- 
tion according to residence deals entirely 
with certain districts in some fourteen 
Southern and: Western states where un- 
healthy conditions are believed to prevail. 
No account, of course, will be taken by 
any company of policies which cannot be 
included under any one of these ninety- 
eight different classifications. 


INSURANCE OF INFANTS BY INDUSTRIAL COMPANIES. 


The wisdom of insuring the lives of in- 
fants to cover the cost of burial continues 
to be a subject for diversified discussion. 
In a recent editorial article, commenting 
upon child insurance in England, the 
Boston Herald said: 

“The effect of child insurace was very 
plainly brought out by the health officer 
of Leck, who testified to the striking con- 
nection between increased facilities for 
child insurance and infant mortality. He 
said that the relief society of Leek de- 
cided to discontinue insuring the lives of 
children who were under one year of age. 
The year this policy was adopted the 
death rate for such children dropped from 
156 to 109 per thousand. One year later 
other insurance companies took up the 
business, canvassing the district thor- 
oughly, and in the following year the 
mortality had risen to 170 per thousand, 
which has been about the average rate 
since that time. Further evidence was 
furnished by coroners. The late Dr. Mc- 


Donald, M. P., who was at one time coro- 
ner for North East London, was quoted 
as having said: ‘Infant insurance is an in- 
centive to crime.’ Mr. 
Westminster coroner, 
painful testimony. Insured children which 
he had noticed were as a rule insufficient- 


Troutbeck, the 
gave even more 


ly fed and exposed to cold and rain. Sev- 
eral had been found suffocated in bed 
with their parents, and some of those 
parents came to the inquest drunk from 
the proceeds of the insurance.” 

The conditions in England are some- 
what different from those in America. 
Here children are not insured under the 
age of two years. In England the prac- 
tice is to insure children from birth. 

The British Prudential makes it the 
practice to insure children from 14 days 
of age and upward, while the Collecting 
Friendly Societies insure children imme- 
diately after birth. The collective evi- 
dence of English mortality statistics does 
not support the charge that the mortality 
of children has increased, either in conse- 
quence of the extent of industrial insur- 
ance, or as the result of some other cause. 
The last English life table which has been 
prepared by the Registrar-General con- 
tains comparative data for different pe- 
riods before and after the introduction of 
industrial insurance, and it is shown that 
while during the period 1838-64 out of a 
million children born there survived to 
the age ten, 689,857; during the period 1871- 
80 the number surviving to the age 10 had 
increased to 708,990, while according to 
the last life table for the period 1881-90 
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the number of children surviving to the 
age of 10 years increased still further to 
783,477. The corresponding mean after 
life time at birth has increased from 47.v0 
years for the period 1838-54, to 47.60 years 
for the period 1871-80, and to 49.00 years 
for thie period 1881-90. There is thus 
shown to have been a material decrease 
in the mortality of children under age 10 
in England, where approximately 80 per 
cent. of the working population are in- 
sured under industrial polities. This fav- 
orable condition for England as a whole 
has been observed in all of the large cit- 
ies, and we may add that what is true 
for England is equally trule for America. 

It may not be out of place to call at- 
tention to the following extract from a 
letter of the Medical Officer of Health of 
Liverpool, Dr. E. W. Hope, who, under 
date of July 20, 1898, expressed himself 
as follows: “In regard to the question 
of the relation of child life insurance to 
child mortality I have to say that the 
subject is one to which I have given very 
careful attention for a number of years, 
and I have formed a very strong opinion 
that the insurance in the great bulk of 


cases is effected entirely for prudential 
reasons. No single instance has ever 
come to my notice in which I could say 
that the child had been maltreated for the 
sake of the burial money.” 

With partictlar reference to this coun- 
try some facts brought out by the recent- 
ly published life table for Massachusetts 
are of interest. The table was prepared 
by Dr. 8S. W. Abbott, Secretary of: the 
State Board of Health, and in the com- 
parative data which he has included in 
his treatment of the subject, it is shown 
that while according to a life table for 
the year 1855 the number of children sur- 
viving to age 10 was 6,873 out of 10,000 
born, the number now surviving to that 
age, according to the life table for Mas- 
sachusetts for 1898-97 is 7,487. Hence 
there is shown to have been a considera- 
ble improvement in the conditions affect- 
ing child life during the past 50 years in 
the State of Massachusetts, where indus- 
trial insurance for more than 20 years 
has made very considerable progress, so 
much 60 that a very large proportion of 
the insurable industrial population is at 
present insured under industrial policies. 


ANOTHER PRELIMINARY TERM ADVOCATE CORNERED. 


One of the curious things in connection 
with the preliminary term contest is the 
publicity given to the editor of this ma- 
gazine by the advocates of this plan of 
evading a legal net valuation. This pub- 
licity was certainly unsought. We never 
have been able to see what bearing the 
personal idiosyncrasies of the editor 
might have upon the moral and scientific 
principles involved. Our opponents, how- 
ever, seem to think- otherwise, and have 
thus added a saving touch of humor to a 
contest which, to us, might otherwise 
have been unrelieved in its serious as- 
pects. So far as personalities were con- 
cerned we have simply said nothing anda 
enjoyed the fun, but on one or two occa- 
sions the editor has been personally 


charged with misstatement of fact. 

We regret that we are called upon to 
publish in this magazine the subjoined 
letter which the “Weekly Underwriter’ 
declines to admit to its columns, because 
to do so would compel it either to support 
its allegations with facts, or withdraw 
its charges: 

“Editor of the ‘Weekly Underwriter”: 

“I challenged you to produce any state- 
ment published by Mr. Fackler endorsing 
the preliminary term as a sound principle 
of net valuation. When you wrote your 
editorial last week you had before you 
the address made by Mr. Fackler before 
the insurance commissioners’ convention 
at Hartford. Why did you not quote 
that portion which you wished the read- 
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ers of your paper to believe endorsed the 
preliminary term valuation? It is use- 
less for me to ask you to do something 
which is impossible, namely, to quote 
any extract from Mr. Fackler’s address 
in which he endorses the preliminary 
term reserve as a sound principle of net 
valuation. 

“You state that Messrs. Patterson, 
Brinkerhoff, Gould, Saunders and Field, 
who are members of the Actuarial Society 
of America, have all endorsed the pre- 
liminary term reserve as a sound prin- 
ciple of net valuation. I am unable to 
discover anywhere any published record of 
such views. Will you kindly give me the 
quotations? 

“I do not say that these gentlemen are 
not in favor of preliminary term reserves 
or that Mr. Fackler may not be also, but 
they have not been so recorded publicly. 
my statement that Mr. 
living American 


Until they are, 
Nichols was the only 
actuary recorded in favor of the prelimin- 
ary term valuation and Mr. Macauley the 
only Canadian actuary so _ recorded 
stands unchallenged. 

It seems to me that if Mr. Fackler and 
the gentlemen you have named have 
given their endorsements to the prelimin- 
ary term valuation you should be only 
too ready to publish their views. Why 
don’t you do it? If these gentlemen 
are actually in favor of the proposition, 
I should be very glad to have it known. 
This is a part of my insatiate policy in 
regard to publicity. I wish that you 
were insatiate also. 

HENRY H. PUTNAM. 


Boston, July 31, 1901. 


“Pp. S. Since writing this statement it 
has occurred to me that some three years 
ago Mr. W. T. Standen, Actuary of the 
United States Life, published a signed 
article in the “Insurance Press” in which 
he appears to favor the plan of term 
valuation during the first. year. I had 
forgotten the circumstaces and so ap- 


parently, has everybody else. I do not 


know, of course, whether the views then 
expressed by Mr. Standen are those which 
he holds today, but so far as I know this 
is his only public record of the matter 
and he must, therefore, be included with 
Mr. Nichols as favoring the preliminary 
term valuation until he is otherwise re- 
corded.” 

We regret exceedingly that the action 
of the “Weekly Underwriter” 
ing its columns to the defense of a 
person whom it has chosen to attack. 
compels us to introduce the matter into 
the pages of this magazine. Our con- 
temporary has not only violated the 
ethics of journalism, but as an advocate 
of preliminary term valuation, clearly 
shows itself to be afraid of the truth. 

Since declining to publish the above let- 
ter, the ‘“‘Weekly Underwriter’ has been 
furnished by one of the preliminary term 
companies, with copies of letters written 
by Messrs. Fackler, Paterson and Brick- 
erhoff in respect to preliminary term val- 
uation. In every case these letters simply 
state that the practice of each has been 
to value the policies under consideration 
according to the terms of the contract. In 
no case is the preliminary term reserve 
endorsed as a sound principle of net valu- 
ation. Their position is similar to that 
taken by Mr. Miller, who holds that ma-~ 
thematically these policies can be valued ' 
as term insurance during the first year. 
But Mr. Miller holds, that notwithstand- 
ing this fact, this method of valuation is 
a humbug and a trick. There is nothing 
in the statements published by the 
“Weekly Underwriter” to prevent us from 
concluding that Messrs. Fackler, Pater- 
son and Brinkerhoff entertained precisely 
the same view of the question as Mr. 
Miller. 

The “Weekly Underwriter” also quotes 
Mr. Standen’s statement made in the “In- 
surance Press’ of December 28, 1898, 
without giving the editor of this magazine 
credit for having first suggested to it 
that Mr. Standen was so recorded. 


in clos- 





The attention of Reliable Agents tn search 


of desirable contracts 1s called to the 


JOHN HANCOCK 
MUTUAL LIFE 
INSURANCE 
COMPANY 


S.H. Rhodes, Pres 
Roland O. Lamb, Vice-Pres. and Sec 


OF BOSTON 


None but the best forms of Life, 
Endowment, Term and Instalment 
Policies issued. See our Optional 
Annuity Policy. Good Agency 
Contracts to the right men 


FRANCIS MARSH, Manager for 
Eastern Massachusetts, John Hancock 
Building, 178 Devonshire Street. 





Things Agents 
Should Know 


A PRACTICAL BOOK FOR 
LIFE INSURANCE AGENTS. 


BY 


MILES MENANDER DAWSON 


Cousulting Actuary 


Designed to give an agent just the sort of 
information that will increase his success 
in the field. It is meant to help him get 
business for his company and earn dollars 
for himself. 

This aim is accomplished by means of 
short, clear, pointed, topical treatment of 
hundreds of subjects in which agents are 
most vitally interested 

Cloth, Extra. 


489 Pages. Price, $2.00 


Prepaid to any address in the U.S. or Canada 


Specimen pages sent on application. 


The Insurance Press 


120 Liberty Street, New York. 





The 
Insurance Field. 


YOUNG E. ALLISON, 
Editor. 


A weekly newspaper 
covering the whole 
Field of Insurance, 
with particular atten- 
tion to conditions ex- 
isting in the Southern 
field. 


Published at Louisville, Kentucky, 
every Thursday morning. 


SUBSCRIPTION PRICE, $35.00 PER ANNUM. 








To Policyholders 
and 


to Be Faithful . 


AGEN cesseee 


empl yyment with 


Union Mutual Life Insurance Co. 


Portland, Maine. a  ™*2rpprated 


FRED E. RICHARDS, President. 
ARTHUR L. BATES, Vice-President 
ress either 
EDSON PD SCOFIELD upt., 111 
Society Bidg., 1 Nassau St., New York 


THORNTON CHAS! Supt., 84 Adams St., Chicago, 
Il 














“The Leading Fire Insurance Company of America” 


WM. BK. CLARK, President. 
W.H. KING, Secretars E.O. WEEKS, Vie 


A.C. ADAMS, HENRY E. REES, Asst. Secret 


e-l’reat 


turles 











INCORPORATED 1851 
The Massachusetts Mutual Life | ( 
HE Massachusetts MUA LUE IMSUPance vo. 
SPRINCFIELD, MASS. 
ALL, Pres't HENRY S. LEE, Vice-Pres’t HENRY M. PHILLIPS, Scc’y 
TEN YEARS’ PROCRESS. 
Percent’e 
1899 Gains of Gains 
‘ $1.9 38 $4,405,954.03 $2 492,723.15 130.29 
981,189.54 $76,063.64 94.25 
$2 418,556.78 $5 ,387,143.57 $2,968,786.79 122.76 
s ! 7.64 $23,819,937.17 $13,404,119.53 128.69 
$56,.320,503.01 $123 980,458.00 $67 659 935.00 120.13 
Ss $2 $1,984,822.63 $1,127,480.62 131.51 


ACENCY FOR 


ts organization The Massachusetts Mutual Life Insurance Company has 


paid to its policyholders in 


Winents Matured, $3,144,752.00 Dividends, $8,879 ,224.61 
$23,819,937 Liabilities, $21,835,114.54 Surplus, $1,984,822.63 


EASTERN MASSACHUSETTS, 3: MILK ST., BOSTON. 
F.C. SANBORN, Manager 





POLICY RESERVE 





URPLUS 





‘Some 


GEO.E.IDE. PRESIDENT. 


| ADMITTED ASSETS 


DIVIDEND-ENDOWMENT FUND ® 
: ENT FUND a 


; * 
RANCE IN FORCE $ 354,069, 852.00 








NORTHERN 


ASSURANCE 
COMPANY 
OF LONDON. 


Eastern and Southern 
Departments, 
35 PINE ST., NEW VORK. 


Georgs W. Babb, Manager. 
T, A. Raiston, Sub-Manager, 





Insurance(ompany 


OF NEW YORK 


$ 12,342,246.77 
ac. $ 10,257,446.47 
736,337.00 

65,875.00 

1, 282,588.30 

















PHENIX INSURANCE| There are i, the Fifty- 
t_ COMPANY. | Features .ji-q 
OF BROOKLYN, N. Y. 


NEW YORK OFFICE, 
47 CEDAR ST. 


Annual 
Report of The Penn Mutual Life 


Insurance Company of interest to 





all engaged in life insurance work, 





A copy on request. 


The Penn Mutual Life Insurance Co. 
921.3.5 CHESTNUT ST., PHILA. 
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